ANALYSIS OF ORIGINAL BILL

Franchise Tax Board

Author: _Stri ckl and Analyst: _Kristina North Bill Number: AB 287
See | egislative
Related Bills: _hi st ory Telephone: 845- 6978 Introduced Date: 2/ 4/ 1999
Attorney:  Doug Br amhal | Sponsor:

SUBJECT: Agricultural Product Donations Credit

SUMVARY

Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would provide an unlinmted 100%credit equal to the whol esal e
val ue of agricultural products donated by a farmer to a nonprofit charitable
organi zati on or food bank

EFFECTI VE DATE

This bill would apply to taxable and incone years beginning on or after
January 1, 1999.

LEG SLATI VE H STORY

AB 196 (1997/1998); SB 38 (Stats. 1996, Ch. 954): AB 364 (1995/96); AB 2869
(1991/92); AB 2346 (Stats. 1989, Ch. 1248)

PROGRAM HI STORY

AB 2346 (Stats. 1989, Ch. 1248) authorized a simlar credit under the PITL and
the B&CTL, granting a credit equal to 10% of defined costs, for the donation of
agricultural products to certain nonprofit charitable organizations. That credit
expi red Decenber 1, 1992.

SPECI FI C FI NDI NGS

Under current federal and state | aws, generally all ordinary and necessary
expenses of a trade or business are deductible as direct business expenses. For
taxpayers required to use an inventory system certain business expenses are
deducted as part of the costs of goods sold.

Under current federal and state | aws, a taxpayer may claima deduction for
charitable contributions made to a qualified organization. A charitable
contribution is a gift given to or for the use of a qualified organization. It
may be in the formof noney or property or unrei nbursed out-of-pocket expenses
incurred by the taxpayer for services rendered to the organization

For a charitable gift of ordinary incone-type property, the anmount consi dered
contributed (the property's fair market value [FW]) nust be reduced by the
anount of ordinary income or short-termcapital gain that woul d have been
recogni zed if the property had been sold by the donor for its FW
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Ordinary income-type property is property which would have resulted in sone
anount of gain, other than long-termcapital gain, if sold at its FW on the date
it was contri buted.

Current state |l aw al so provides a credit equal to 50% of the transportation costs
paid or incurred for transporting any donated agricultural product to a nonprofit
chari tabl e organi zation

Under the Food and Agriculture Code (F&AC), a person engaged in the business of
processing, distributing or selling agricultural products may donate food to a
nonprofit charitable organization. Agricultural products include fow, aninal
veget abl e, or other stuff, product, or article that is customary or proper food
for human bei ngs.

This bill would allow a credit equal to the FW at whol esal e of agricul tural
products donated by a farner during the taxable or inconme year to a nonprofit
charitabl e organi zation or food bank.

This bill would allow a taxpayer to carry over any excess credit until the credit
i s exhaust ed.

Since this credit does not specify otherwi se, the general rules in state | aw
applicable to the division of credits would apply, and this credit woul d not
reduce regular tax below tentative mninmumtax for purposes of alternative

m ni mum t ax.

Pol i cy Consi derations

This bill would provide an unprecedented, unlimted 100%credit. In
addition, taxpayers claimng the credit could al so deduct on their federal
and state return the value of the agricultural products as a charitable
contribution, subject to limtations described above. In effect, the
general fund would finance the purchase, at whol esale price, of agricultural
products a farner chooses to donate to charity, while at the sane tinme the
farmer would be allowed a charitable contribution for the donation

CGenerally, credits are conmputed as a percentage of a taxpayer's costs. This

credit is proposed based on whol esal e val ue, which may be well in excess of
cost.
This bill does not specify a repeal date or limt the nunber of years for

the carryover. Credits are typically enacted with a repeal date to ensure
that the Legislature reviews its effectiveness. However, once a repeal date
has been added and unlimted carryover is allowed, the departnent woul d be
required to retain the carryover on tax forns indefinitely. Recent credits
have been enacted with a carryover limt since experience shows credits are
typically used within eight years of being earned.

This bill does not limt the donation to nonprofit organizations or food
banks located in California or to California farners.
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| npl enent ati on Consi derati ons

The follow ng inplenentation concerns have been identified.

Definitions are needed for "agricultural products,” "nonprofit charitable
organi zations," and "food bank." The author may w sh to consi der using
the definitions provided in the California Food and Agricul tural Code
regardi ng the donation of food.

It is unclear whether the author intended to include farmng co-ops anong
qual i fi ed taxpayers.

It is unclear what constitutes "fair market value at wholesale," and a
definition would avoi d di sputes between taxpayers and the departnent.

For example, is it unclear if the market val ue should be cal cul ated as of
the tinme of donation or at the highest whol esale price of the year

This bill does not provide a process by which the donation of an
agricultural product to a nonprofit charitabl e organization or food bank
could be verified. Mst credits require sone nmethod of verification,
such as requiring the recipient organization to provide a witten receipt
with the type and quantity of product donated, nane or nanes and of the
donor or donors, the name and address of the recipient. The receipt
shoul d be available to the departnment upon request.

Departnent staff is available to assist in resolving these and any ot her
i ssues that nmay be identified.

FI SCAL | MPACT

Departnental Costs

Wth the resolution of the inplenentation concerns, this bill should not
significantly inpact the departnment’'s costs.

Tax Revenue Esti mate

Revenue | osses could be as high as $10 million annually, beginning in
1999/ 2000.

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis nmeasure.

Tax Revenue Di scussi on

The revenue inpact for this bill will be determ ned by the whol esal e val ue
of agricultural products donated by farmers to charitable organi zati ons and
the anount of credits that can be applied against available tax liabilities.
Si nce whol esal e val ues fluctuate throughout the year, it is assuned the bil
as witten would allow farners to clai mthe highest value during the tax
year, not the whol esal e val ue of the actual goods donated at the tinme of the
donati on.



Assemnmb
I ntrod
Page 4

BOARD

ly Bill 287 (Strickland)
uced February 4, 1999

It is assuned that the transporting of usable, packaged goods (i.e. fruits,
nuts, vegetables, rice, etc.) by farnmers, co-ops, or by tax-exenpt entities
t hensel ves woul d not be a significant obstacle, and that donations woul d
have to be made in California. The value of current agricultural products
donated to charitable organizations by farnmers is not avail able. Based on
information in the 1998 California Statistical Abstract, total cash receipts
for these products sold by farners in 1996 was nearly $12.5 billion

It is projected that for every $150 million in gross whol esal e val ues
claimed by farners in contributions, the revenue | oss woul d be around $5
mllion. Since this bill lacks definitions, donated products could
represent prior year inventory, in sonme cases, and current year production
of conparable or lesser quality that is not readily marketabl e and may have
no whol esal e market value. Farners with operating | osses for the year could
provide for carryover credits for subsequent years.

The order of magnitude |oss could be as high as $10 mllion annually
(approximately $300 million in clained whol esal e val ues) beginning in
1999/ 2000.

POSI T1 ON

Pendi ng.



